JANUARY, 1935 


ofhe Real Estate 














FORECASTS FOR 1935 


ACH January issue of the. Real Estate Analyst has been a forecast isstie. While we 
F restize that "forecasting is the most hazardous of all occupations" dit is one of 

the most important. Each current problem must be decided by the business execu- 
tive on the basis of the probable developments in the future. 


Last January we carried thirteen definite forecasts for 1954. Tne accuracy 
of these predictions can be checked by referring back to that issue. We are carrying 
below our forecasts for 1955. 


REAL ESTATE SALES - We believe that the brokerage of homes in all urban 
communities will show considerable increase during 1955. This will start in the 
moderately priced field, and extend by the end of the year to the entire field. In 
most parts of the United States vacant ground will find only a slightly better mar- 
ket in 1935 than it did during 1954. In a few rapidly growing cities, the demand 
will be much better than it has been for the past six years. Sales of investment 
properties will increase during 1955, but will still be limited largely to the ac- 
cumulation of distress pieces by large foresighted investors. 


REEL ESTATE RENTALS - Residential rentals have made some gains in prac- 
tically all cities in comparison with a year ago. There is every indication that 
1935 will see advances of sizable proportions if general business stages any sort 
of revival during the coming year. 


Apartment rentals, we believe, will rise faster when they once start than 
rental on single and double houses. These rentals underwent a greater deflation dur- 
ing the depression, and for the reasons stated in full in the June, 1933 Real Estate 
Analyst, are expecting to experience a greater rebound, 


We would suggest that the utmost care be used in making leases which ex- 
tend past the calendar year, as the outlook for the next few years is for decidedly 
higher levels. We expect residential rentals, by 1958, to at least equal, in most 
metropolitan cities, the rentals of the last boom. 


The outlook for higher office rentals during 1955 is not so bright. The 
bottom has been passed in most cities, and a slow improvement can be expected during 
1935 and 1936. Expansion of demand, however, during 1955 will not be sufficient to 
more than stabilize present rentals. 


VACANCIES = The absorption of residential vacancies during 1934 was the 
most rapid of which we have any record. The absorption was more rapid during the 
early part of the year than it was during the latter part. Unless business recovery 
proceeds faster than we anticipate, the absorption will be slower than it was in the 
corresponding period of a year ago. However, there is little desirable space still 
vacant, and even a slower rate will produce a material shortage ina relatively 
short time. 


The absorption of commercial vacancies will be slower, making only slight 
gains in most cities during 1955. Atl cities, however, seem to be very definitely 
past the point where any further contraction of office space demand need be feared. 
The demand for store space is again developing slowly. This expansion of demand will 
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reach sizable proportions by the end of 1935. 


FORECLOSURES - We believe that foreclosures may be quite high during the 
early months of 1935. If this is the case it will prolong the buying period for 
real estate as it will prevent prices from rising as fast as they otherwise would. 
We think it quite likely that Congress will make an additional appropriation for the 
HOLC, which, combined with the forces of general business recovery, will lower fore- 
closures greatly in the latter part of the year. If, however, drastic inflation 
seems probable as the year progresses, it is quite probable that foreclosures will 
remain at a rather high level. Wild inflation increases the desirability of real 
estate as an investment, and decreases the desirability of mortgages. Threatened 


with wild inflation, we believe many owners of mortgages in default would immedi- 
ately force foreclosure. 


CONSTRUCTION - In our opinion, the relationship of the cost of building a 


new building, to the price at which a somewhat comparable existing building can be 
bought, is of fundamental importance, If the cost of new construction is greater 
than the price at which similar properties are being sold, there will be little new 
construction. Conversely, when a building shortage skyrockets rentals and values by 
a percentage large enough to bring values of existing buildings to a point where it 
seems that new buildings can be built for no more than the price at which comparable 
ones can be bought, a building boom will start of its own volition. We believe that 
a building boom can be started in no other way. 

If this be true, and we would forecast the volume of new buildins, we must 
close our ears to hifh pressure campaigns and must study building costs and prices 
at which properties can be bought. 


Building costs are comprised of three general types: 


(1) Material 
(2) Labor 
(3) Overhead 


fifteen percent below the peak of the last boom, 
r tC ak the lows of a year and a half ago. The labor cost 
of building a building has already increased some, due to code provisions, and will 
advance materially furt! if skilled labor avails itself of the provisions in the 
codes for setting skilled rates in given areas, 
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It is true that there has been a slight drop in material costs in the past 
few months, but we do not believe that costs can be pushed materially lower; in 
fact, we think that material sts are almost certain to go higher during the next 
few years. 


The financin t of building a building, if built with an insured loan, 
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will be lower than the cost under a first and second mortrage. This, however, will 
be partially offset by the necessity of monthly amortization on these loans. The 
investing public in most cities has not been accustomed to fully amortized loans. 


As the monthly payments under these loans will be considerably higher than the in- 
terest payments and partial amortization under the old plan, we wonder whether this 


financing plan will offer the psychological inducement it should. 

In contrast with the replacement costs within fifteen to twenty percent of 
the 1926 level, residential rentals are now about forty percent below their 1926 
level. Net rentals have declined still further because real estate taxes are higher 
than they were in 1926. Due to this decline in net rentals, and to the amount of 


Oo 


distress and foreclosed properties which has been thrown on a disinterested market, 
prices at which properties can be bought for cash have declined in some instances by 
a far greater percentage than rentals. It is possible today, in almost every city, 


to buy desirable residential properties at much less than their replacement costs. 


v 


¢ 


We are inclined to think that a high pressure building campaign may result 
in some increased building in spite of these facts. We believe that it is within the 
range of possibility that 1955 may see a volume of residential building as great as 
three times the 1934 volume. In view of the fact, however, that the 1934 volume, as 
measured by the number of new family accommodations, was only 5% of the 1927 volume, 
a maximum tripling of this volume will still leave us far from an amount of new 
building in 1935 sufficient to re-employ the building trades. It will be enough, 
however, to give a more satisfactory volume to the much smaller number of companies 
still in the building and building material business. 
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CONSTRUCTION COSTS - We think it probable that certain construction mate- 
rial markets may be temporarily disorganized due to the elimination of price fixing 
provisions in their codes. This may reverse for a short time the long term trend of 
upward prices in this field. Higher construction costs are certain, however, with 
increased volume of building, regardless of price fixing provisions. We think it 
probable that many portions of the National Recovery Act are unconstitutional as now 
set up, but we think that these legal difficulties will be remedied shortly by addi- 
tional acts of Congress, saving the better features of the act. 


REAL ESTATE PRICES - Selling prices of real estate are the resultant of 
all of the foregoing factors. We believe that the trend is definitely upward during 
1955. We think that sales prices of well-selected pieces of improved urban real es- 
tate will continue to increase in value for the next three or four years,until these 
prices in most cities at least equal the prices of the last boom. 


FEDERAL SLUM CLEARANCE - We think that the slum clearance plans announced 
by the President in his recent message to Congress will retard private building dur- 
ing the next five years by a larger amount than the amount of new building actually 
constructed by the gévernment. During the first six months of 1935 there will be no 
appreciable gain in employment due to these housing plans. During the last six 
months of this year some effect will be felt as the program should be under way by 
that time. 


Secretary Ickes, in an article which appeared in the New Republic of Decem- 
ber 19, 1954, has indicated that federal housing projects are designed to be only 
partially self-liquidating. Rentals will be determined at a level sufficient to 
cover operating expenses, to make a return and to amortize seventy per cent of the 
investment. Thirty per cent of the investment will be an outright government grant. 
The low interest which the government will charge these projects, the long period of 
amortization and the thirty per cent grant should make the rentals on these proj- 
ects much below those possible under private ownership. As there cannot possibly be 
enough of these units to house those who would care to live in them, it seems to us 
that two things will result: 


1. Those who are selected for a government subsidy in the form of an un= 
economic rent will become a powerful political force, maintaining in office those 
who control the selection of tenants. 


2. Those who are not selected will clamor for the special privileges of 
their neighbors, increasing the popular demand for federal housing at the cost of 
the taxpayer. 


Neither of these results will be apparent at first. We believe that it 
will be a period of years before the harmful effects will be fully apparent. In the 
meantime, in our opinion the program will not be of sufficient size to more than re- 
tard slightly the increased rentals and values which are inevitable for the period 
immediately ahead. We are watching federal housing developments very carefully and 
will try to take them into consideration in all of our forecasts. 


NATIONAL FIGURES 


Five more metropolitan cities were visited by the editor of the Real Estate 
Analyst during December in its study of the current condition of real estate. Each 
city repeats the experiences of the others. In each vacancy has almost disappeared, 
rentals on more desirable places have shown some increase, no great amount of resi- 
dential building has been done or is in prospect. 


Real Estate Analysts, Inc., is at present making a complete analysis of all 
of the figures which have been accumulated to date in these various cities. Within 
a few months much of this material will be available in charted form, 





The information and charts contained in this report are protected by copyright 
and are restricted to the confidential use of subscribers only. The Real Es- 
tate Analyst is published monthly by Real Estate Analysts, Inc., Saint Louis, 
a statistical, survey and appraisal organization. The subscription price is 
$180 a year, payable semi-annually in advance. Real Estate Analysts, Inc., is 
not engaged in financing, management or brokerage of real estate. 
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BUYING AND SELLING PERIODS 
































these periods. 


The chart above shows these periods with the sequence of events which pre- 
ceded the buying and the selling periods in eachh case, The narrow ribbon at the bote- 
tom of the chart shows the unusual buying periods by the black areas. 


Notice how the same factors reappear in each period in the same order. 
Low activity and high foreclosures have always accompanied these periods in the past, 
Common sense alone would tell us that the lower the activity and the higher the fore- 
closure rate the greater would be the bargains obtainable by a person in a position 
to buy. 


We see no reason why the present period should prove an exception. In fact 
we see numerous reasons which suggest to us that it may be greater in its opportuni- 
ties than any previous period on the chart. Added to the increased values which will 
naturally come from business recovery, we now have the price increases which can be 
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BUYING REAL ESTATE FOR A PHENOMENAL PROFIT 
N the last sixty years there have been but four relatively short periods in 
which improved real estate in typical communities could be purchased for phe- 
nomenal profit. Each of these periods was the result of practically the same 
causes, occurring in practically the same sequence. We are still in the fourth of 
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expected from the revaluation of the dollar, the broadened credit base, and all of 
the other factors which are tending toward a great inflation of credit. 


During the last year and a half the Real Estate Analyst has constantly 
urged its subscribers to buy real estate. In the Real Estate Analyst of January, 
1934, we said, “Now is the time to buy! We cannot emphasize this fact too much. If 
you are a broker and would befriend your client = make him buy. .....If real estate 
is not your business and you are fortunate enough to have liquid assets - buy. No 
risk you take now can even approach the risks you eagerly assumed five or more years 
ago......Do not let friends who have lost money in real estate dissuade you. We ail 
know that real estate is in trouble today, that people have lost fortunes on it, 
that foreclosures are still at record heights, that rentals are still dropping, that 
vacancy is still high, that thousands of people would sell every bit of real estate 
they own if they could only find a buyer. These are the reasons to buy --- not to 
sell. If anyone can study the measured facts of the past......without becoming con-= 
vinced that now is the time to buy, he cannot learn by experience." 


The present buying period will not last forever. Many of the distress bar- 
gains which were begging for a buyer when we wrote the foregoing statement are gone. 
There are still splendid opportunities to buy at prices below the present market. 


When the entire market has made a marked advance, the profits on these buys will be 
large. 
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PERCENTAGE OF VACANCY BY TYPES 


IN SAINT LOUIS 
COPYRIGHT 1934 
REAL ESTATE ANALYSTS, INC. 
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uring December residential vacancy increased in Saint Louis as we are inclined 
D to believe it did in most metropolitan cities. We think that some shrinkage of 
demand is natural during the middle of the winter months. Last year. the expand 


ing CWA was probably the reason that this seasonal influence was not apparent in our 
figures. 


The number of vacant units in Saint Louis by months since the introduction 
of the monthly vacancy survey by Real Estate Analysts, Inc., is shown in the follow- 
ing table. 





Month Vacancy % Absorption 
September '33 23,554 10.4 894 
October 22,460 10.0 2,010 
November 20,450 9.1 -900 
December 21,550 9.5 1,102 
January '34 20,248 9.1 1,598 
February 18,650 8.5 1,100 
March 17,550 7.8 900 
April 16,650 7.4 1,950 

May 14,700 725 1,200 
June 13,500 6.0 -500 
July 14,000 6.5 0 
August 14,000 6.5 400 
September 13,600 6.1 1,100 
October 12,500 5.6 400 } 
November 12,100 5.4 0 
December 12,100 5.4 -1800 
January '355 13,900 

Absorption in sixteen months 9,454 


In addition to the monthly figures above, we know that in November, 1932, 
residential vacancy totaled 28,207 units, or 12. 8%. Vacancy has been reduced since 
then by 14,305 dwelling units. 
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